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411(a)(13)(B) applies to plan years that
end on or after June 29, 2005.

(C) Collectively bargained plans. Not-
withstanding paragraphs (e)(1)(iii)(A)
and (B) of this section, in the case of a
collectively bargained plan maintained
pursuant to one or more collective bar-
gaining agreements between employee
representatives and one or more em-
ployers ratified on or before August 17,
2006, the requirements of section
411(a)(13)(B) do not apply to plan years
that begin before the earlier of—

(1) The later of—

(i) The date on which the last of
those collective bargaining agreements
terminates (determined without regard
to any extension thereof on or after
August 17, 2006); or

(i1) January 1, 2008; or

(2) January 1, 2010.

(D) Treatment of plans with both collec-
tively bargained and non-collectively bar-
gained employees. In the case of a plan
with respect to which a collective bar-
gaining agreement applies to some, but
not all, of the plan participants, the
plan is considered a collectively bar-
gained plan for purposes of paragraph
(e)(1)(iii)(C) of this section if it is con-
sidered a collectively bargained plan
under the rules of §1.436-1(a)(5)(ii)(B).

(BE) Hour of service required. Section
411(a)(13)(B) does not apply to a partici-
pant who does not have an hour of serv-
ice after section 411(a)(13)(B) would
otherwise apply to the participant
under the rules of paragraph
(e)(1)(ii)(A), (B), or (C) of this section.

(2) Effective/applicability date of regu-
lations—(i) In general. Except as pro-
vided in paragraph (e)(2)(ii) of this sec-
tion, this section applies to plan years
that begin on or after January 1, 2011.
For the periods after the statutory ef-
fective date set forth in paragraph
(e)(1) of this section and before the reg-
ulatory effective date set forth in the
preceding sentence, the relief of sec-
tion 411(a)(13)(A) applies and the 3-year
vesting requirement of section
411(a)(13)(B) must be satisfied. During
these periods, a plan is permitted to
rely on the provisions of this section
for purposes of applying the relief of
section 411(a)(13)(A) and satisfying the
requirements of section 411(a)(13)(B).

(ii) Special effective date. [Reserved]
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(iii) Hour of service required. A benefit
formula is not treated as having an ef-
fect similar to a lump sum-based ben-
efit formula under paragraph (d)(4)(ii)
of this section with respect to a partic-
ipant who does not have an hour of
service after the regulatory effective
date set forth in paragraph (e)(2)(i) of
this section.

[T.D 9505, 75 FR 64135, Oct. 19, 2010, as amend-
ed by 76 FR 4244, Jan. 25, 2011]

§1.411(b)-1 Accrued benefit require-
ments.

(a) Accrued benefit requirements—(1) In
general. Under section 411(b), for plan
years beginning after the applicable ef-
fective date of section 411, rules are
provided for the determination of the
accrued benefit to which a participant
is entitled under a plan. Under a de-
fined contribution plan, a participant’s
accrued benefit is the balance to the
credit of the participant’s account.
Under a defined benefit plan, a partici-
pant’s accrued benefit is his accrued
benefit determined under the plan. A
defined benefit plan is not a qualified
plan unless the method provided by the
plan for determining accrued benefits
satisfies at least one of the alternative
methods (described in paragraph (b) of
this section) for determining accrued
benefits with respect to all active par-
ticipants under the plan. A defined ben-
efit plan may provide that accrued ben-
efits for participants are determined
under more than one plan formula. In
such a case, the accrued benefits under
all such formulas must be aggregated
in order to determine whether or not
the accrued benefits under the plan for
participants satisfy one of the alter-
native methods. A plan may satisfy dif-
ferent methods with respect to dif-
ferent classifications of employees, or
separately satisfy one method with re-
spect to the accrued benefits for each
such classification, provided that such
classifications are not so structured as
to evade the accrued benefit require-
ments of section 411(b) and this sec-
tion. (For example, if a plan provides
that employees who commence partici-
pation at or before age 40 accrue bene-
fits in a manner which satisfies the
133%5s percent method of determining
accrued benefits and employees who
commence participation after age 40
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accrue benefits in a manner which sat-
isfies the 3 percent method of deter-
mining accrued benefits, the plan
would be so structured as to evade the
requirements of section 411(b).) A de-
fined benefit plan does not satisfy the
requirements of section 411(b) and this
section merely because the accrued
benefit is defined as the ‘‘reserve under
the plan’. Special rules are provided
for the first two years of service by a
participant, certain insured defined
benefit plans, and certain reductions in
accrued benefits due to increasing age
or service. In addition, a special rule is
provided with respect to accruals for
service before the effective date of sec-
tion 411.

(2) Cross references—(i) 3 percent meth-
od. For rules relating to the 3 percent
method of determining accrued bene-
fits, see paragraph (b)(1) of this section.

(i) 133%s percent method. For rules re-
lating to the 133% percent method of
determining accrued benefits, see para-
graph (b)(2) of this section.

(iii) Fractional method. For rules re-
lating to the fractional method of de-
termining accrued benefits, see para-
graph (b)(3) of this section.

(iv) Accruals before effective date. For
rules relating to accruals for service
before the effective date of section 411,
see paragraph (c) of this section.

(v) First 2 years of service. For special
rules relating to determination of ac-
crued benefit for first 2 continuous
years of service, see paragraph (d)(1) of
this section.

(vi) Certain insured plans. For special
rules relating to determination of ac-
crued benefit under a defined benefit
plan funded exclusively by insurance
contracts, see paragraph (d)(2) of this
section.

(vii) Accruals decreased by increasing
age or service. For special rules relating
to prohibition of decrease in accrued
benefit on account of increasing age or
service, see paragraph (d)(3) of this sec-
tion.

(viii) Separate accounting. For rules
relating to requirements for separate
accounting, see paragraph (e) of this
section.

(ix) Year of participation. For defini-
tion of ‘‘year of participation’, see
paragraph (f) of this section.
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(b) Defined benefit plans. A defined
benefit plan satisfies the requirements
of section 411(b)(1) and this paragrah
for a plan year to which section 411 and
this section apply if it satisfies the re-
quirements of subparagraph (1), (2), or
(3) of this paragraph for such year.

(1) 3 percent method—(i) General rule.
A defined benefit plan satisfies the re-
quirements of this paragraph for a plan
year if, as of the close of the plan year,
the accrued benefit to which each par-
ticipant is entitled, computed as if the
participant separated from the service
as of the close of such plan year, is not
less than 3 percent of the 3 percent
method benefit, multiplied by the num-
ber of years (not in excess of 33%) of his
participation in the plan including
yvears after his normal retirement age.
For purposes of this subparagraph, the
‘3 percent method benefit’”’ is the nor-
mal retirement benefit to which the
participant would be entitled if he
commenced participation at the ear-
liest possible entry age for any indi-
vidual who is or could be a participant
under the plan and if he served con-
tinuously until the earlier of age 65 or
the normal retirement age under the
plan.

(i1) Special rules—(A) Compensation. In
the case of a plan providing a retire-
ment benefit based upon compensation
during any period, the normal retire-
ment benefit to which a participant
would be entitled is determined as if he
continued to earn annually the average
rate of compensation which he earned
during consecutive years of service, not
in excess of 10, for which his compensa-
tion was the highest. For purposes of
this subdivision (A), the number of con-
secutive years of service used in com-
puting average compensation shall be
the number of years of service specified
under the plan (not in excess of 10) for
computing normal retirement benefits.

(B) Social security, etc. For purposes of
this subparagraph, for any plan year,
social security benefits and all rel-
evant factors used to compute benefits,
e.g., consumer price index, are treated
as remaining constant as of the begin-
ning of the current plan year for all
subsequent plan years.
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(C) Computation in certain cases. In
the case of any plan to which the provi-
sions of section 411(b)(1)(D) and para-
graph (c) of this section are applicable,
for any plan year the accrued benefit of
any participant shall not be less than
the accrued benefit otherwise deter-
mined under this subparagraph, re-
duced by the excess of the accrued ben-
efit determined under this subpara-
graph as of the first day of the first
plan year to which section 411 applies
over the accrued benefit determined
under section 411(b)(1)(D) and para-
graph (c) of this section and increased
by the amount determined under para-
graph (c)(2)(v) of this section.

(iii) Examples. The application of this
subparagraph is illustrated by the fol-
lowing examples.

Example 1. The M Corporation’s defined
benefit benefit plan provides an annual re-
tirement benefit commencing at age 65 or $4
per month for each year of participation. As
a condition of participation, the plan re-
quires that an employee have attained age
25. The normal retirement age specified
under the plan is age 65. The plan provides
for no limit on the number of years of cred-
ited service. A, age 40, is a participant in the
M Corporation’s plan.

A has completed 12 years of participation
in the plan of the M Corporation as of the
close of the plan year. Under subdivision (i)
of this subparagraph, the normal retirement
benefit commencing at age 65 to which a par-
ticipant would be entitled if he commenced
participation at the earliest possible entry
age (25) under the plan and served continu-
ously until normal retirement age (65) is an
annual benefit of $1,920 [40x(12x$4)]. Under
paragraph (b)(1)(i) of this section, the plan
does not satisfy the requirements of this sub-
paragraph unless A has accrued an annual
benefit of at least $691 [0.03x($1,920x12)] as of
the close of the plan year. Under the M Cor-
poration plan, A is entitled to an accrued
benefit of $5676 [(12x12)x$4] as of the close of
the plan year. Thus, with respect to A, the
accrued benefit provided under the M Cor-
poration plan does not satisfy the require-
ments of this subparagraph.

Example 2. Assume the same facts as in ex-
ample (1) except that the M Corporation’s
plan provides that only the first 30 years of
participation are taken into account. Under
subdivision (i) of this subparagraph, the nor-
mal retirement benefit commencing at age
65 to which a participant would be entitled if
he commenced participation at the earliest
possible entry age under the plan (25) and
served continuously until normal retirement
age (65) is an annual benefit of $1.440 [30x$48].
Under paragraph (b)(1)(i) of this section, the
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plan does not satisfy the requirements of
this subparagraph unless A has accrued an
annual benefit of at least $518
[0.03%($1,440x12)] as of the close of the plan
year. Under the M Corporation plan, A is en-
titled to an accrued benefit of $576 [(12x$48].
Thus, with respect to A, the accrued benefit
provided under the M Corporation plan satis-
fies the requirements of this subparagraph.

Example 3. The N Corporation’s defined
benefit plan provides an annual retirement
benefit commencing at age 65 of 50 percent of
average compensation for the highest 3 con-
secutive years of compensation for an em-
ployee with 25 years of participation. A par-
ticipant who separates from service before
age 65 is entitled to 2 percent of average
compensation for the highest 3 consecutive
years of compensation for each year of par-
ticipation not in excess of 25. The plan has
no minimum age or service requirement for
participation. The normal retirement age
specified under the plan is age 65. On Decem-
ber 31, 1990, B, age 40, is a participant in the
N Corporation’s plan. B began employment
with the N Corporation and became a partic-
ipant in the N Corporation’s plan on January
1, 1980. Under this subparagraph, the normal
retirement benefit to which a participant
would be entitled if he commenced participa-
tion at the earliest possible entry age (0)
under the plan and served continuously until
normal retirement age (65) is 50 percent of
average compensation for the highest 3 con-
secutive years of compensation per year
commencing at age 65. Under this subpara-
graph, B must have accrued an annual ben-
efit of at least 16.5 percent of his highest 3
consecutive years of compensation per year
commencing at age 65 [0.03x50 percent of av-
erage compensation for the highest 3 con-
secutive years of compensationxll] as of the
close of the plan year. Under the N Corpora-
tion plan, B has accrued an annual benefit of
22 percent of average compensation for his
highest 3 consecutive years of compensation
per year commencing at age 65. Thus, with
respect to B, the accrued benefit under the N
Corporation plan satisfies the requirements
of this subparagraph.

Example 4. The P Corporation’s defined
benefit plan provides an annual retirement
benefit commencing at age 65 of 50 percent of
average compensation for the 3 consecutive
years of compensation from the P Corpora-
tion next preceding normal retirement age.
The plan has no minimum age or service re-
quirement for participation. The normal re-
tirement age under the plan is age 65. On De-
cember 31, 1990, C, age 55, separates from
service with the P Corporation. C began em-
ployment with the P Corporation and be-
came a participant in the P Corporation’s
plan on January 1, 1980. As of December 31,
1990. C’s average compensation for the 3 con-
secutive years preceding his separation from
service is $15,000. Under this subparagraph,
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the normal retirement benefit to which a
participant would be entitled if he com-
menced participation at the earliest possible
entry age (0) under the plan and served con-
tinuously until normal retirement age (65) is
an annual benefit of 50 percent of average
compensation for the 3 consecutive years of
compensation from the P Corporation next
preceding normal retirement age com-
mencing at age 65. C must have accrued an
annual benefit of at least $2,475 commencing
at age 65 [0.03%(0.050x$15,000)x11] as of his sep-
aration from the service with the P Corpora-
tion in order for the P Corporation’s plan to
satisfy the requirements of this subpara-
graph with respect to C.

Example 5. On December 31, 1985, the R Cor-
poration’s defined benefit plan provided an
annual retirement benefit commencing at
age 65 of $100 for each year of participation,
not to exceed 30. As a condition of participa-
tion, the plan requires that an employee
have attained age 25. The normal retirement
age specified under the plan is age 65. The
appropriate computation period is the cal-
endar year. On January 1, 1986, the plan is
amended to provide an annual retirement
benefit commencing at age 65 of $200 for each
year of participation (before and after the
amendment), not to exceed 30. B, age 40, is a
participant in the R Corporation’s plan. B
has completed 15 years of participation in
the plan of the R Corporation as of December
31, 1990. Under paragraph (b)(1)(i) of this sec-
tion, the normal retirement benefit com-
mencing at age 65 to which a participant
would be entitled if he commenced participa-
tion at the earliest possible entry age (25)
under the plan and served continuously until
normal retirement age (65) is an annual ben-
efit of $6,000 [30x200]. Under subdivision (i) of
this subparagraph, the plan does not satisfy
the requirements of this subparagraph unless
B has accrued an annual benefit of at least
$2,700 [0.03x$6,000x15] as of December 31, 1990.
Under the R Corporation plan, B is entitled
to an accrued benefit of $3,000 [$200x15] as of
December 31, 1990. Thus, with respect to B,
the accrued benefit provided under the R
Corporation plan satisfies the requirements
of this subparagraph.

Example 6. On December 31, 1995, the J Cor-
poration’s defined benefit plan provided an
annual retirement benefit commencing at
age 65 of $4,800 after 30 years of participa-
tion. The normal retirement age specified
under the plan is age 65. The appropriate
computation period is the calendar year. On
January 1, 1996, the plan is amended to pro-
vide an annual retirement benefit com-
mencing at age 65 of $6,000. A, age 40, is a
participant in the J Corporation’s plan since
its adoption on January 1, 1986. Under para-
graph (b)(1)(i) of this section, on December
31, 1995, the normal retirement benefit com-
mencing at age 5 to which a participant
would be entitled if he commenced participa-
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tion at the earliest possible entry age (0)
under the plan and served continuously until
normal retirement age (65) is an annual ben-
efit of $4,800. Under paragraph (b)(1)(i) of this
section, on January 1, 1996, the normal re-
tirement benefit commencing at age 65 to
which a participant would be entitled if he
commenced participation at the earliest pos-
sible entry age (0) under the plan and served
continuously until normal retirement age
(65) is an annual benefit of $6,000. Under sub-
division (i) of this subparagraph, the plan
does not satisfy the requirements of this sub-
paragraph unless A has an accrued benefit on
December 31, 1995 of at least $1,440
[$4,800x0.02x10] and an accrued benefit on
January 1, 1996 of at least $1,800
[$6,000x0.03x10].

Example 7. The X Company’s defined ben-
efit plan provides an annual retirement ben-
efit commencing at age 65 of $4 per month
for each year of participation (not to exceed
30). As a condition of participation, the plan
requires that an employee have attained age
25. The normal retirement age specified
under the plan is age 65. D, age 68, is a par-
ticipant in the X Company’s plan. D has
completed 20 years of participation in the X
Company plan as of the close of the plan
year. Under paragraph (b)(1)(i) of this sec-
tion, the normal retirement benefit com-
mencing at age 65 to which a participant
would be entitled if he commenced participa-
tion at the earliest possible entry age (25)
under the plan and served continuously until
normal retirement age (65) is an annual ben-
efit, commencing at age 65, of $1,440 [30x$48].
Under paragraph (b)(1)(i) of this section, the
plan does not satisfy the requirements of
this subparagraph unless D has accrued an
annual benefit, commencing at age 65, of $864
[0.03x$1,440x20] as of the close of the plan
year. Under the X Company plan, D has ac-
crued an annual benefit, commencing at age
65, of $960 [20x$48]. Thus, with respect to D
the accrued benefit provided under the X
Company plan satisfies the requirements of
this subparagraph.

Example 8. Assume the same facts as in ex-
ample (7) except that for purposes of deter-
mining accrued benefits under the plan the X
Company’s plan disregards all years of par-
ticipation after normal retirement age.
Under paragraph (b)(1)(i) of this section, the
normal retirement benefit commencing at
age 65 to which a participant would be enti-
tled if he commenced participation at the
earliest possible entry age (25) under the
plan and served continuously until normal
retirement age (65) is an annual benefit of
$1,440 [30x$48]. Under paragraph (b)(1)(i) of
this section the plan does not satisfy the re-
quirements of this subparagraph unless D
has accrued an annual benefit, commencing
at age 65, of $864 [0.03x$1,440x20] as of the
close of the plan year. Under the X Com-
pany’s plan D has accrued an annual benefit
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commencing at age 65, of $816 [17x$48]. Thus,
with respect to D, the accrued benefit pro-
vided under the X Company plan does not
satisfy the requirements of this subpara-
graph.

(2) 133Y5 percent rule—(i) General rule.
A defined benefit plan satisfies the re-
quirements of this subparagraph for a
particular plan year if—

(A) Under the plan the accrued ben-
efit payable at the normal retirement
age (determined under the plan) is
equal to the normal retirement benefit
(determined under the plan), and

(B) The annual rate at which any in-
dividual who is or could be a partici-
pant can accrue the retirement bene-
fits payable at normal retirement age
under the plan for any later plan year
cannot be more than 133% percent of
the annual rate at which he can accrue
benefits for any plan year beginning on
or after such particular plan year and
before such later plan year.

(ii) Special rules. For purposes of this
subparagraph—

(A) Plan amendments. Any amend-
ment to the plan which is in effect for
the current plan year shall be treated
as if it were in effect for all other plan
years.

(B) Change in accrual rate. Any
change in an accrual rate which change
does not apply to any individual who is
of could be a participant in the plan
year is disregarded. Thus, for example,
if for its plan year beginning January
1, 1980, a defined benefit plan provides
an accrued benefit in plan year 1980 of
2 percent of a participant’s average
compensation for his highest 3 years of
compensation for each year of service
and provides that in plan year 1981 the
accrued benefit will be 3 percent of
such average compensation, the plan
will not be treated as failing to satisfy
the requirements of this subparagraph
for plan year 1980 because in plan year
1980 the change in the accrual rate does
not apply to any individual who is or
could be a participant in plan year 1980.
However, if, for example, a defined ben-
efit plan provided for an accrued ben-
efit of 1 percent of a participant’s aver-
age compensation for his highest 3
years of compensation for each of the
first 10 years of service and 1.5 percent
of such average compensations for each
year of service thereafter, the plan will
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be treated as failing to satisfy the re-
quirements of this subparagraph for
the plan year even though no partici-
pant is actually accruing at the 1.5 per-
cent rate because an individual who
could be a participant and who had
over 10 years of service would accrue at
the 1.5 percent rate, which rate exceeds
133Y5 percent of the 1 percent rate.

(C) Early retirement benefits. The fact
that certain benefits under the plan
may be payable to certain participants
before normal retirement age is dis-
regarded. Thus, the requirements of
subdivision (i) of this subparagraph
must be satisfied without regard to any
benefit payable prior to the normal re-
tirement benefit (such as an early re-
tirement benefit which is not the nor-
mal retirement benefit (see §1.411(a)-
7(c).

(D) Social security, etc. For purposes
of this paragraph, for any plan year,
social security benefits and all rel-
evant factors used to compute benefits,
e.g., consumer price index, are treated
as remaining constant as of the begin-
ning of the current plan year for all
subsequent plan years.

(B) Postponed retirement. A plan shall
not be treated as failing to satisfy the
requirements of this subparagraph for
a plan year merely because no benefits
under the plan accrue to a participant
who continues service with the em-
ployer after such participant has at-
tained normal retirement age.

(F) Computation of benefit. A plan
shall not satisfy the requirements of
this subparagraph if the base for the
computation of retirement benefits
changes solely by reason of an increase
in the number of years of participation.
Thus, for example, a plan will not sat-
isfy the requirements of this subpara-
graph if it provides a benefit, com-
mencing at normal retirement age, of
the sum of (1) 1 percent of average com-
pensation for a participant’s first 3
years of participation multiplied by his
first 10 years of participation (or, if
less than 10 his total years of participa-
tion) and (2) 1 percent of average com-
pensation for a participant’s 3 highest
years of participation multiplied by
each year of participation subsequent
to the 10th year.
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(iii) Examples. The application of this
subparagraph is illustrated by the fol-
lowing examples:

Example 1. On January 1, 1980, the R Cor-
poration’s defined benefit plan provides for
an annual benefit (commencing at age 65) of
a percentage of a participant’s average com-
pensation for the period of 5 consecutive
years of participation for which his com-
pensation is the highest. The percentage is 2
percent for each of the first 20 years of par-
ticipation and 1 percent per year thereafter.
The appropriate computation period is the
calendar year. The R Corporation’s plan sat-
isfies the requirements of this subparagraph
because the 1335 percent rule does not re-
strict subsequent accrual rate decreases.

Example 2. On January 1, 1980, the J Cor-
poration’s defined benefit plan provides for
an annual benefit (commencing at age 65) of
a percentage of a participant’s average com-
pensation for the period of his final 5 con-
secutive years of participation. The percent-
age is 1 percent for each of the first 5 years
of participation; 1¥5 percent for each of the
next 5 years of participation; and 1% percent
for each year thereafter. The appropriate
computation period is the calendar year.
Even though no single accrual rate under the
J Corporation’s plan exceeds 133V percent of
the immediately preceding accrual rate, the
J Corporation’s plan does not satisfy the re-
quirements of this subparagraph because the
rate of accrual for all years of participation
in excess of 10 (1% percent) exceeds 133Y5 per-
cent of the rate of accrual for any of the first
5 years of participation (1 percent).

Example 3. On January 1, 1980, the C Cor-
poration’s defined benefit plan provides for
an annual benefit (commencing at age 65) of
a percentage of a participant’s average com-
pensation for the period of 3 consecutive
years of participation for which his com-
pensation is the highest. The percentage is 2
percent for each of the first 5 years of par-
ticipation; 1 percent for each of the next 5
years of participation; and 1% percent for
each year thereafter. The appropriate com-
putation period is the calendar year. Even
though the average rate of accrual under the
C Corporation’s plan is not less rapidly than
ratably, the C Corporation’s plan does not
satisfy the requirements of this subpara-
graph because the rate of accrual for all
years of participation in excess of 10 (112 per-
cent) for any employee who is actually ac-
cruing benefits or who could accrue benefits
exceeds 133Vs percent of the rate of accrual
for the sixth through tenth years of partici-
pation, respectively (1 percent).

(3) Fractional rule—(i) In general. A
defined benefit plan satisfies the re-
quirements of this paragraph if the ac-
crued benefit to which any participant
is entitled is not less than the frac-
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tional rule benefit multiplied by a frac-
tion (not exceeding 1)—

(A) The numerator of which is his
total number of years of participation
in the plan, and

(B) The denominator of which is the
total number of years he would have
participated in the plan if he separated
from the service at the normal retire-
ment age under the plan.

(ii) Special rules. For purposes of this
subparagraph—

(A) Fractional rule benefit. The ‘‘frac-
tional rule benefit’’ is the annual ben-
efit commencing at the normal retire-
ment age under the plan to which a
participant would be entitled if he con-
tinued to earn annually until such nor-
mal retirement age the same rate of
compensation upon which his normal
retirement benefit would be computed.
Such rate of compensation shall be
computed on the basis of compensation
taken into account under the plan (but
taking into account average compensa-
tion for no more than the 10 years of
service immediately preceding the de-
termination). For purposes of this sub-
division (A), the normal retirement
benefit shall be determined as if the
participant had attained normal retire-
ment age on the date any such deter-
mination is made.

(B) Social security, etc. For purposes of
this subparagraph, for any plan year,
social security benefits and all rel-
evant factors used to compute benefits,
e.g., consumer price index, are treated
as remaining constant as of the begin-
ning of the current plan year for all
subsequent plan years.

(C) Postponed retirement. A plan shall
not be treated as failing to satisfy the
requirements of this subparagraph
merely because no benefits under the
plan accrue to a participant who con-
tinues service with the employer after
such participant has attained normal
retirement age under the plan.

(D) Computation in certain cases. In
the case of any plan to which the provi-
sions of section 411(b)(1)(D) and para-
graph (c) of this section are applicable,
for any plan year the accrued benefit of
any participant shall not be less than
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the accrued benefit otherwise deter-
mined under this subparagraph, re-
duced by the excess of the accrued ben-
efit determined under this subpara-
graph as of the first day of the first
plan year to which section 411 applies
over the accrued benefit determined
under section 411(b)(1)(D) and para-
graph (c) of this section and increased
by the amount determined under para-
graph (¢)(2)(v) of this section.

(iii) Examples. The application of this
subparagraph is illustrated by the fol-
lowing examples:

Example 1. The R Corporation’s defined
benefit plan provides an annual retirement
benefit commencing at age 65 of 30 percent of
a participant’s average compensation for his
highest 3 consecutive years of participation.
If a participant separates from service prior
to normal retirement age, the R Corpora-
tion’s plan provides a benefit equal to an
amount which bears the same ratio to 30 per-
cent of such average compensation as the
participant’s actual number of years of par-
ticipation in the plan bears to the number of
years the participant would have partici-
pated in the plan had he separated from serv-
ice at age 65. The plan further provides that
normal retirement age is age 65. A, age 55, is
a participant in the R Corporation’s plan for
the current year, and A has 15 years of par-
ticipation in the R Corporation’s plan. As of
the current year, A’s average compensation
for his highest 3 years of compensation is
$20,000. The R Corporation’s plan satisfies
the requirements of this subparagraph be-
cause if A separates from the service in the
current year he will be entitled to an annual
benefit of $3,600 commencing at age 65
[0.3x$20,000x15/25].

Example 2. The J Corporation’s defined ben-
efit plan provides a normal retirement ben-
efit of 1 percent per year of a participant’s
average compensation from the employer. In
the case of a participant who separates from
service prior to normal retirement age (65),
the plan provides that the annual benefit is
an amount which is equal to 1 percent of
such compensation multiplied by the number
of years of plan participation actually com-
pleted by the participant. The plan year of
the J Corporation’s plan is the calendar
year. B, age 55, is a participant in the J Cor-
poration’s plan for the current year. B be-
came a participant in the J Corporation’s
plan on January 1, 1980. As of December 31,
1990, B’s compensation history is as follows:

Year Compensation

$17,000
18,000
20,000
20,000
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Year Compensation

21,000
22,000
23,000
25,000
26,000
29,000
32,000

If B separates from service on December 31,
1990, he would be entitled to an annual ben-
efit of $2,630 commencing at age 65. Because
the J Corporation’s plan does not limit the
number of years of compensation to be taken
into account in determining the normal re-
tirement benefit, B’s rate of compensation
for purposes of determining his normal re-
tirement benefit is $23,600 [$18,000 + $20,000 +
$20,000 + $21,000 + $22,000 + $23,000 + $25,000 +
$26,000 + $29,000 + $32,0001/10.

Under this subparagraph, B’s accrued ben-
efit under the J Corporation’s plan as of De-
cember 31, 1990 must be not less than $2,561
per year commencing at age 65 [0.01 x ($17,000
+ $18,000 + $20,000 + $20,000 + $21,000 + $22,000
+ $23,000 + $25,000 + $26,000 + $29,000 + $32,000
+ ($23,600 x 10)) x 11/21]. Thus, the J Corpora-
tion’s plan would not satisfy the require-
ments of this subparagraph.

(c) Accruals for service before effective
date—(1) General rule. For a plan year
to which section 411 applies, a defined
benefit plan does not satisfy the re-
quirements of section 411(b)(1) and this
section unless, under the plan, the ac-
crued benefit of each participant for
plan years beginning before section 411
applies is not less than the greater of—

(i) Such participant’s accrued benefit
(as of the day before section 411 ap-
plies) determined under the plan as in
effect from time to time prior to Sep-
tember 2, 1974 (without regard to any
amendment adopted after such date),
or

(ii) One-half of the accrued benefit
that would be determined with respect
to the participant as of the day before
section 411 applies if the participant’s
accrued benefit were computed for such
prior plan years under a method which
satisfies the requirements of section
411(b)(1) (A), (B), or (C) and paragraph
(b) (1), (2), or (3) of this section. See 29
CFR Part 2530, Department of Labor
regulations relating to minimum
standards for employee pension benefit
plans, for time participation deemed to
begin.

(2) Special rules—(i) A plan shall not
be deemed to fail to satisfy the require-
ments of section 411(b) and this section
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merely because the method for com-
puting the accrued benefit of a partici-
pant for years of participation prior to
the first plan year for which section 411
is effective with respect to the plan is
not the same method for computing
the accrued benefit of a participant for
years of participation subsequent to
such plan year.

(ii) For purposes of paragraph
(c)(1)(ii) of this section, section
411(b)(1)(A) and paragraph (b)(1) of this
section shall be applied as if the partic-
ipant separated from service with the
employer on the day before the first
day of the first plan year to which sec-
tion 411 applies.

(iii) For purposes of paragraph
(c)(1)(ii) of this section, section
411(b)(1)(B) and paragraph (b)(2) of this
section shall be applied in the fol-
lowing manner:

(A) Except as provided in (c¢)(2)(iii)(B)
of this section, section 411(b)(1)(B) and
paragraph (b)(2) of this section shall be
applied as if the participant separated
from service with the employer on the
day before the first day of the first
plan year to which section 411 applies.

(B) In the case that the plan does not
satisfy the requirements of section
411(b)(1)(B) and paragraph (b)(2) of this
section at any time prior to the day
specified in (¢)(2)(iii)(A) of this section,
the plan shall be deemed revised to the
extent necessary to satisfy the require-
ments of section 411(b)(1)(B) and para-
graph (b)(2) of this section for all plan
years beginning before the applicable
effective date of section 411 and this
section. For purposes of the preceding
sentence, a plan shall not be deemed
revised to the extent necessary to sat-
isfy the requirements of section
411(b)(1)(B) and paragraph (b)(2) of this
section for a plan year if the benefit a
participant would receive if he were
employed until normal retirement age
is reduced by such revision or if the re-
vised rate of accrual with respect to
such accrued benefit does not other-
wise satisfy the requirements of sec-
tion 411(b)(1)(B) and paragraph (b)(2) of
this section.

(iv) For purposes of paragraph
(c)(1)(i) of this section, section
411(b)(1)(C) and paragraph (b)(3) of this
section shall be applied as if the partic-
ipant separated from service on the day

§1.411(b)-1

before the first day of the first plan
year to which section 411 applies.

(v) The excess of the accrued benefit
payable at normal retirement age of
any participant determined under sec-
tion 411(b)(1) (A), (B), or (C) (without
regard to section 411(b)(1)(D)), and
paragraph (b)(1), (2), or (3) of this sec-
tion (without regard to this paragraph)
as of the day before the first day of the
first plan year to which section 411 and
this section applies over the accrued
benefit determined under paragraph
(c)(1) of this section shall be accrued in
accordance with the provisions of the
plan as in effect after the applicable ef-
fective date of section 411, as if the
plan had been initially adopted on such
effective date.

(d) Special rules—(1) First 2 years of
service. Notwithstanding paragraphs
(1), (2), and (3) of paragraph (b) of this
section, under section 411(b)(1)(E) and
this subparagraph, a plan shall not be
treated as failing to satisfy the re-
quirements of paragraph (b) of this sec-
tion solely because the accrual of bene-
fits under the plan does not become ef-
fective until the employee has com-
pleted 2 continuous years of service.
For purposes of this subparagraph, con-
tinuous years of service are years of
service (within the meaning of section
410(a)(3)((A)) which are not separated
by a break in service (within the mean-
ing of section 410(a)(5)). For years of
service beginning after such 2 years of
service, the accrued benefit of an em-
ployee shall not be less than that to
which the employee would be entitled
if section 411(b)(1)(E) and this subpara-
graph did not apply. Thus, for example,
a plan which otherwise satisfies the re-
quirements of paragraph (b)(2) of this
section provides for a rate of accrual of
1 percent of average compensation for
the highest 3 years of compensation be-
ginning with the third year of service
of a participant shall not be treated as
satisfying paragraph (b)(2) of this sec-
tion because as of the time the em-
ployee completes 3 continuous years of
service there is no accrual during the
first 2 years of service. In addition, a
plan which otherwise satisfies the re-
quirements of paragraph (b)(1) of this
section and which requires that an em-
ployee must attain age 25 and complete
1 year of service prior to becoming a
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participant will not satisfy the require-
ments of paragraph (b)(1) of this sec-
tion if an employee who completes 2
years of service prior to attaining age
25 does not begin accruals immediately
upon commencement of participation
in the plan. For rules relating to years
of service, see 29 CFR part 2530, Depart-
ment of Labor regulations relating to
minimum standards for employee pen-
sion benefit plans.

(2) Certain insured defined benefit
plans. Notwithstanding paragraphs (b)
(1), (2), and (3) of this section, a defined
benefit plan satisfies the requirements
of paragraph (b) of this section if such
plan is funded exclusively by the pur-
chase of contracts from a life insurance
company and such contracts satisfy
the requirements of sections 412(i) (2)
and (3) and the regulations thereunder.
The preceding sentence is applicable
only if an employee’s accrued benefit
as of any applicable date is not less
than the cash surrender value such em-
ployee’s insurance contracts would
have on such applicable date if the re-
quirements of section 412(i) (4), (5), and
(6) and the regulations thereunder were
satisfied.

(3) Accrued benefit may not decrease on
account of increasing age or service. Not-
withstanding paragraphs (b) (1), (2),
and (3) of this section and paragraphs
(d) (1) and (2) of this section, a defined
benefit plan shall be treated as not sat-
isfying the requirements of paragraphs
(b) and (d) of this section if the partici-
pant’s accrued benefit is reduced on ac-
count of any increase in his age or
years of service. The preceding sen-
tence shall not apply to social security
supplements described in §1.411(a)-
7(c)(4).

(e) Separate accounting. A plan satis-
fies the requirements of this paragraph
if the requirements of paragraph (e) (1)
or (2) of this paragraph are met.

(1) Defined benefit plan. In the case of
a defined benefit plan, the require-
ments of this paragraph are satisfied if
the plan requires separate accounting
for the portion of each employee’s ac-
crued benefit derived from any vol-
untary employee contributions per-
mitted under the plan. For purposes of
this subparagraph the term ‘‘voluntary
employee contributions’ means all em-
ployee contributions which are not

26 CFR Ch. | (4-1-11 Edition)

mandatory contributions within the
meaning of section 411(c)(2)(C) and the
regulations thereunder. See §1.411(c)-
1(b)(1) for rules requiring the deter-
mination of such an accrued benefit by
the use of a separate account.

(2) Defined contribution plan. In the
case of a defined contribution plan, the
requirements of this paragraph are not
satisfied unless the plan requires sepa-
rate accounting for each employee’s
accrued benefit. If a plan utilizes the
break in service rule of section
411(a)(6)(C), an employee could have
different percentages of vesting be-
tween pre-break and post-break ac-
crued benefits. In such a case, the re-
quirements of this paragraph are not
satisfied unless the plan computes ac-
crued benefits in a manner which takes
into account different percentages. A
plan which provides separate accounts
for pre-break and post-break accrued
benefits will be deemed to compute
benefits in a reasonable manner.

(f) Year of participation—(1) In general.
This paragraph is inapplicable to a de-
fined contribution plan. For purposes
of determining an employee’s accrued
benefit, a ‘‘year of participation’ is a
period of service determined under reg-
ulations prescribed by the Secretary of
Labor in 29 CFR Part 2530, relating to
minimum standards for employee pen-
sion benefit plans.

(2) Additional rule relating to year of
participation. A trust shall not con-
stitute a qualified trust if the plan of
which such trust is a part provides for
the crediting of a year of participation,
or part thereof, and such credit results
in the discrimination prohibited by
section 401(a)(4).

(g) Additional illustrations. The appli-
cation of this section may be illus-
trated by the following example:

Example. (i) The S Corporation established
a defined benefit plan on January 1, 1980. The
plan provides a minimum age for participa-
tion of age 25. The normal retirement age
under the plan is age 65. The appropriate
computation periods are the calendar year.
The plan provides an annual benefit, com-
mencing at age 65, equal to $96 per year of
service for the first 25 years of service, and
$48 per year of service for each additional
year of service.

(ii) The plan of the S Corporation does not
satisfy the requirements of section
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411(b)(1)(A) and paragraph (b)(1) of this sec-
tion because the accrued benefit under the
plan at some point will be less than the ac-
crued Dbenefit required under section
411(b)(1)(A) and paragraph (b)(1) of this sec-
tion (i.e., 3 percent x normal retirement ben-
efit x years of participation).

(iii) The plan of the S Corporation does
satisfy the requirements of section
411(b)(1)(B) and paragraph (b)(2) of this sec-
tion because the rate of benefit accrual is
equal in each of the first 25 years of service
and the rate decreases thereafter.

(iv) The plan of the S Corporation does sat-
isfy the requirements of section 411(b)(1)(C)
and paragraph (b)(3) of this section because
the accrued benefit under the plan will equal
or exceed the normal retirement benefit
multiplied by the fraction described in para-
graph (b)(3)(1) of this section.

(Sec. 411 (88 Stat. 901; 26 U.S.C. 411))

[T.D. 7501, 42 FR 42334, Aug. 23, 1977]

§1.411(b)(5)-1 Reduction in rate of
benefit accrual under a defined
benefit plan.

(a) In general—(1) Organization of reg-
ulation. This section sets forth certain
rules for determining whether a reduc-
tion occurs in the rate of benefit ac-
crual under a defined benefit plan be-
cause of the attainment of any age for
purposes of section 411(b)(1)(H)(i). Para-
graph (b) of this section describes safe
harbors for certain plan designs (in-
cluding statutory hybrid plans) that
are deemed to satisfy the age discrimi-
nation rules under section 411(b)(1)(H).
Paragraph (c) of this section describes
rules relating to statutory hybrid plan
conversion amendments. Paragraph (d)
of this section describes rules restrict-
ing interest credits (or equivalent
amounts) under a statutory hybrid
plan to a market rate of return. Para-
graph (e) of this section contains addi-
tional rules related to market rates of
return. Paragraph (f) of this section
contains effective/applicability dates.

(2) Definitions. The definitions of ac-
cumulated benefit, lump sum-based
benefit formula, statutory hybrid ben-
efit formula, statutory hybrid plan,
and variable annuity benefit formula in
§1.411(a)(13)-1(d) apply for purposes of
this section.

(b) Safe harbors for certain plan de-
signs—(1) Accumulated benefit testing—(®1)
In  general. Pursuant to section
411(b)(5)(A), and subject to paragraph
(b)(1)(ii) of this section, a plan is not
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treated as failing to meet the require-
ments of section 411(b)(1)(H)(i) with re-
spect to an individual who is or could
be a participant if, as of any date, the
accumulated benefit of the individual
would not be less than the accumulated
benefit of any similarly situated,
younger individual who is or could be a
participant. Thus, this test involves a
comparison of the accumulated benefit
of an individual who is or could be a
participant in the plan with the accu-
mulated benefit of each similarly situ-
ated, younger individual who is or
could be a participant in the plan. See
paragraph (b)(5) of this section for
rules regarding whether a younger in-
dividual who is or could be a partici-
pant is similarly situated to a partici-
pant. The comparison described in this
paragraph (b)(1)(i) is based on any one
of the following benefit measures, each
of which is referred to as a safe-harbor
formula measure:

(A) The annuity payable at normal
retirement age (or current age, if later)
if the accumulated benefit of the par-
ticipant under the terms of the plan is
an annuity payable at normal retire-
ment age (or current age, if later).

(B) The current balance of a hypo-
thetical account maintained for the
participant if the accumulated benefit
of the participant under the terms of
the plan is a balance of a hypothetical
account.

(C) The current value of an accumu-
lated percentage of the participant’s
final average compensation if the accu-
mulated benefit of the participant
under the terms of the plan is an accu-
mulated percentage of final average
compensation.

(i1) Benefit formulas for comparison—
(A) In general. Except as provided in
paragraphs (b)(1)({i)(B), (C), and (D) of
this section, the safe harbor provided
by section 411(b)(5)(A) and paragraph
(b)(1)(@) of this section is available with
respect to an individual only if the in-
dividual’s accumulated benefit under
the plan is expressed in terms of only
one safe-harbor formula measure and
no similarly situated, younger indi-
vidual who is or could be a participant
has an accumulated benefit that is ex-
pressed in terms of any measure other
than that same safe-harbor formula
measure. Thus, for example, if a plan
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